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Insurers’ Technical Risk Management
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COURSE MAP

Four-part learning structure

01— Concepts & strategy SIe (68 gl y 9 0 geko Siluo
02 Capacity & regulation S st Sl No g cud yb ot (5 510K Jguo
03— Financial impact S 3 953970 9w 65 g 93 (5 510eS i
04 Programme optimization Sibw dug 9 S a0l g 2150

The sequence moves from terminology to measurable limits, financial

consequences, and programme design.
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ORIENTATION

Learning outcomes

Explain retention Connect retention to risk
Separate gross capacity, treaty capacity, Relate retention choices to capital,
proportional retention, deductible, and liquidity, solvency, earnings volatility, and
final net retention. accumulation.

Evaluate programme options Govern the decision

Compare proportional and non- Build a documented process using risk
proportional structures and understand appetite, modelling, underwriting

how each changes net exposure. controls, and board approval.
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ORIENTATION

Why retention matters

Financial result Underwriting behaviour

Retention determines how much claims A meaningful net share creates discipline,
volatility reaches the income statement but too much exposure can exceed

and balance sheet. financial tolerance.

Reinsurance economics Market credibility

A lower retention usually buys more
protection and costs more. A higher
retention saves premium but consumes
risk capacity.

Reinsurers judge whether the cedant’s
retention, controls, data quality, and
strategy fit together.



Part 1 | Concepts and Strategic Foundations

Retention language and
purpose

A common vocabulary prevents costly misunderstandings

Risk Treatments

Risk Reduction Risk Avoidance

Probability

o

Severity

[T



PART 1 | CONCEPTS

Retention in the risk architecture

Proportional Proportiona XL Final net

Gross exposure .__ cession === | retention = protection = retention

Key distinction
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A retention number has no meaning until its position in the programme
is stated.
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PART 1 | CONCEPTS

What a retention statement must specify

Loss unit Peril and coverage

GOl S S 3 L -~
2 3 50 SN0 g Cud 3B idriww 65 5103 Jglo

Measurement basis Time horizon
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Currency and inflation Programme position
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Complete wording: amount + loss unit + peril + period +

programme position.




PART 1 | STRATEGY

Strategic objectives and constraints

paoiad S Codguno g (&9 !y Sl
OBJECTIVES CONSTRAINTS
| Capital protection I Regulation
3 sl Ol By 40 vk jI B> YLV PRI R
Earnings stability . . . Liquidity
© 3l Cumd g 3w lwg J 55 I e .
| EP 0l 30 Oyl oo g Yyl
Net participation .. . .. I Accumulation
blail gl g ylolxo Lé>
| e Tealsln e dilio b Wb S 4Oy qox
| Cost efficiency I Market terms
3319 42 g S 5 JUid! oF b ¥ 30 gt w1 5 S 13l Bt § Cand (b 5

The selected retention is the feasible balance between objectives and binding constraints.
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RETENTION LANGUAGE

Core definition

RETENTION

The maximum amount of a defined loss
potential that the insurer is willing to pay from
its own resources.

A retention has meaning only when the loss unit is specified: one risk,
one event or accumulation, or one annual portfolio result.
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RETENTION LANGUAGE

Three retention dimensions

Per risk Per event or Annual portfolio
accumulation

Maximum loss the Maximum net burden Maximum aggregate
insurer keeps from one from one event that claims burden or adverse
insured risk or one loss affects many policies, deviation the insurer can
occurrence affecting that locations, or lines at the absorb during the

risk. same time. financial year.

A complete programme tests all three dimensions
together.



RETENTION LANGUAGE

Capacity and retention terminology

Gross Treat . . Final net
. y Net capacity Deductible .
capacity capacity retention
Maximum gross Automatic Proportional Attachment of XL Loss retained
acceptance proportional limit retention cover after cover

The word “retention” may refer to net capacity before XL or the
deductible after XL. Always state which one.
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RETENTION LANGUAGE

Retention, limit, and deductible

Policy limit

Maximum amount the insurer promises
the policyholder, subject to terms and
conditions.

Retention

Portion of loss potential deliberately kept
by the insurer.

Gross acceptance

Amount accepted before facultative and
treaty reinsurance.

Reinsurance limit

Maximum amount recoverable from a
cover above its attachment.



RETENTION LANGUAGE

What retention is designed to
achieve

o Keep losses within the insurer’s financial tolerance and liquidity
capacity.

¢ Reduce earnings volatility to a level consistent with the business plan
and risk appetite.

* Preserve sufficient net participation to support underwriting
discipline and an aligned partnership with reinsurers.

* Buy reinsurance where the transfer of volatility or tail risk justifies its
cost.
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RETENTION LANGUAGE

The fundamental trade-off

Higher reinsurance
cost

More volatility
kept

More
protection
Lower reinsurance cost
Lower retention Higher retention

Lower retention normally increases the ceded layer and its price. Higher retention lowers transfer cost but increases retained
volatility and capital consumption.
Pricing can be non-linear because expected loss, exposure, capacity, and market conditions change by layer.



RETENTION LANGUAGE

Models support the decision. They
do not replace management
judgement.

What the final

Why formulas fail What ratios can do . .

decision needs
Portfolios differ in Scenario analysis,
hazard, concentration, Rules of thumb can stochastic modelling
claims development, data reveal imbalance, prompt where appropriate,
credibility, capital questions, and support market quotations, and a
structure, and benchmarking. documented risk
management objectives. appetite.
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REINSURANCE ECONOMICS

Agreeing the retention level

INSURER REINSURER
Preference Requirement
Lower RETENTION Meaningful
retention retention

More protection Aligned interest

Less retained volatility Fewer routine recoveries

The agreed level balances protection, cost, capital tolerance,
and continued participation in the risk.
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Part 2 | Retention Tables, Capacity and Regulation
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Financial capacity and
diagnostic ratios

How much loss can the insurer absorb without breaching
its objectives?



Financial capacity is
multidimensional

Capital and reserves Liquidity

Loss absorbing resources and the Cash and readily realisable assets
solvency buffer available after stress. available when claims must be paid.
Earnings tolerance Risk concentration

Maximum acceptable effect on annual Potential for one event or common cause
profit, combined ratio, and business plan. to affect many retained exposures.
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FINANCIAL CAPACITY

Capital definition changes the
answer

Possible denominator choices
® Published equity

Which resources can
® Eligible own funds genl:"nely absorb a
retained loss under
stress, and which
¢ Capital plus selected reserves resources are
restricted, volatile, or
e Economic capital available to already_ a"?,cated to
underwriting risk other risks-
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PART 2 | CAPACITY

The capacity ladder

Gross acceptance
Treaty capacity
Regulatory maximum

Economic capacity

Operating
retention

Final net
retention
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The lowest binding limit determines the usable retention.




PART 2 | REGULATION

Regulatory ceiling versus management retention
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ACTUAL OPERATING RETENTION

Capital stress i (599 sl 30 & sl > b 4

2 0 /0 Liquidity stress © 5l (5399 S 10 3 (!
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Maximum permitted per policy or Event accumulation
risk

Treaty response S C8b 5L g bW (ol i

Actual retention < minimum of regulatory, capital,
liquidity, earnings, event and treaty limits
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RISK

APPETITE ol
The amount and type

of risk we are willing TOLERANCE
to pursue

The acceptable level of

variation we are prepared
to withstand

RISK CAPACITY

The maximum level of risk we can be exposed to




DIAGNOSTIC RATIOS

Rules 5-7: Final net retention tests

Net retention / Net retention /
GNPI = 2% liquid funds = 5%

Tests whether one loss
could cause payment
pressure or forced asset
sales.

Limits the impact of one
maximum loss on the
annual loss ratio.

Net retention /
capital + reserves
~ 3-5%

Tests the single-loss
burden relative to the
financial buffer.

Run all three because earnings, liquidity, and capital

constrain retention differently.



PART 3 | METRICS

Quantitative measures for retention
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Pricing Expected retained loss Profit Earnings at Risk
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Solvency Probability of ruin Cash Liquidity stress
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Use the full net loss distribution. A single ratio cannot describe tail risk.




DIAGNOSTIC RATIOS

Rule 8: Deductible versus
proportional retention

Final net retention &7 50/0-

(o)
Proportional 25%
retention
Too low Too high

Frequent recoveries, higher cost,
operational workload, and potential
“money swapping”.

The XL protection may no longer reduce
result volatility enough.



DIAGNOSTIC RATIOS

Limits of ratio-based decisions

They rely on accounting measures that may not match economic loss-
absorbing capacity.

They usually ignore the shape of the loss distribution and dependence
between risks.

They can mask concentration by geography, peril, occupancy,
counterparty, or distribution channel.

They do not capture reinsurance credit risk, exclusions, claims timing,
reinstatement cost, or basis risk.

They may become outdated as inflation, portfolio mix, market price,
and regulation change.



PART 3 | SCENARIO

lllustrative retention scenarios
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Metric

Retention per loss 3m 5m 8m
Ceded premium High Medium Low
Net annual volatility Low Medium High
Capital requirement Lower Moderate Higher
Liquidity pressure Lower Moderate Higher

lllustrative only: market price, loss distribution and programme terms determine the actual resulit.

Select the option that meets risk appetite at the lowest total cost of risk.




PROGRAMME STRUCTURE

Per-risk retention

® Start with the insurer’s tolerance for one large loss on one risk.

o Grade retention by risk quality when credible underwriting criteria
support the differences.

e Use facultative reinsurance for exceptional risks that exceed automatic
capacity or treaty scope.

e Use surplus or other proportional structures to homogenize the retained
portfolio.

o Use per-risk excess of loss to protect the proportional retention from
severe individual losses.
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PROGRAMME STRUCTURE

Graded retentions

Preferred High data confidence, strong
risk protection

Standard risk Within underwriting guide
Hazardous or Weak protection, high
uncertain volatility

Higher permitted
retention

Base retention

Lower retention or
facultative
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PROGRAMME STRUCTURE

A portfolio requires retentions, not
one retention

Line of business Property, marine, engineering, liability

Risk quality Preferred, standard, hazardous, uncertain
Exposure form Direct, coinsurance, facultative, inward reinsurance
Loss Physical damage, business interruption, catastrophe

characteristics
Geography Ordinary zones and catastrophe accumulation zones

The retention table states the maximum for the best risk. Underwriters
may retain less when risk quality or uncertainty requires it.
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PART 2 | RETENTION TABLE

Building a retention table

1. Base maximum 2. Risk classification
P 90 Sty Ot Yt S5 «l:f AN 3 Sty e 5o i
J
4. Binding caps 5. Validation
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3. Adjustment factors
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6. Approval & review
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Final retention = Base maximum X subject to regulatory, authority and

risk factors accumulation limits




PROGRAMME STRUCTURE

Table of retentions

Retention reduces as occupancy and construction hazards increase.

How to read the table
Occupancy
Each percentage is the permitted
proportion of the insurer’s
Class A 100% | 80% 70%b0 60% standard maximum retention.

WORKED EXAMPLE

Class B 809% 70%0 60% 509% Standard maximum retention:
10m
Class C + Construction 3 = 50%
Class C 70% 60% 50% 40% Maximum retained amount =
5m

Add catastrophe zone, accumulation

Class D 60% 509%0 409%0 and underwriting judgement before
final approval.

Higher-hazard combinations receive lower retention; better-quality

risks can use more of the standard maximum.
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] Lineof

business

Fire and allied perils

Engineering

Marine cargo

Energy onshore

Marine hull

Liability

Energy offshore

Aviation

Protection &
Indemnity (P&I)

Standard
retention

100%

75%

50%

35%

30%

25%

15%

10%

10%

Permitted
range

75%—-100%

50%—100%

30%—75%

20%-50%

205%-50%

10%:—-40%

10%—-25%

5%—20%

5%—15%

Main underwriting considerations

Construction, occupancy, protection, exposure, natural catastrophe

accumulation, business interruption

Project value, technology, contractor experience, testing period, DSU/
ALOP, catastrophe exposure

Commodity, packing, voyage, conveyance, storage, accumulation at

ports and warehouses

Process complexity, fire/explosion potential, Bl exposure, maintenance,

loss record, critical machinery

Vessel type and age, class, navigation area, insured value, machinery

condition, management quality

Policy limits, jurisdiction, long-tail exposure, aggregation, product type,

claims-made vs. occurrence basis

Flatform type, dnlling or production activity, subsea exposure, control-

of-well, catastrophe and removal costs

Aircraft type, fleet size, operation, gecgraphical scope, passenger

liability, pilot and maintenance standards

Vessel type, tonnage, trading area, crew and passenger exposure,

pollution, wreck removal, collision lability



Example in Monetary Terms

Assume the insurer’'s approved maximum net capacity is USD 10 million per risk or occurrence:

[  Line of business
Fire
Engineering
Marine cargo
Energy onshore
Manne hull
Liability
Energy offshore
Awviation

P&l

The monetary retention is calculated as:

Retention percentage

100%

T5%

50%

35%

30%

25%

15%

10%

10%

Indicative maximum net retention

UsD 10.00 million

use 7.50 million

USD 5.00 million

UsD 3.50 million

UsC 3.00 million

Use 2.50 million

usD 1.50 million

UsD 1.00 million

UsC 1.00 million

Maximum Net Retention; = Maximum Net Capacity x Retention Percentage,



Part 3 | Solvency, Profitability and Risk
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Loss behaviour and
programme structure

Retention changes with frequency, severity, dependence,
and the form of reinsurance



FINANCIAL CAPACITY

Probability of ruin and retention

Lower retention Higher retention

More Lower retained Greater profit Less brotection
protection volatility potential P

Higher reinsurance Less premium More capital Higher financial
cost retained exposed distress risk

Management selects the level of retained risk that the insurer can

absorb while preserving an acceptable return.
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In practice, regulators use two common lenses:

Cash-flow (liquidity) insolvency: cannot pay
claims/benefits/expenses when due.

Balance-sheet insolvency: Assets < Liabilities(often under
statutory/reqgulatory valuation, not necessarily IFRS/GAAP).

Ruin probability (actuarial risk theory): Surplus/capital process
drops below 0 Ult)<o0 at some time.
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PART 3 | FINANCIAL IMPACT

How retention reaches the financial statements
Slo axid ) 5 e b

Gross loss Reinsurance Net incurred Underwriting Capital &
o T recovery == loss == result 7 liquidity
% | R e S b3 ) o AR L
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Higher retention Lower retention
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Evaluate cash timing as well as the final accounting recovery.




DIAGNOSTIC RATIOS

Rule 1: Gross premium volume
versus financial resources

Gross premium ~
volume i~

Capital + loss 2000/0
reserves

Purpose: test whether gross business volume has
outgrown the insurer’s financial base.

Possible responses: change business volume or price, or strengthen
capital resources.
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DIAGNOSTIC RATIOS

Rule 2: GNPI versus capital and
reserves

Gross net premium

income (GNPI) —
Capital + loss 500/0
reserves

Interpretation: a broad check on the scale of retained
premium relative to financial capacity.

If the result looks excessive, review retention, programme structure,
price, volume, and capital together.
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DIAGNOSTIC RATIOS

Rule 3: Net premium participation

Net premiums

> 159%

Gross premiums

Meaning Caution

A high net premium ratio does not prove
that peak risk or catastrophe exposure is
safe.

The insurer should keep a meaningful
share of its own business.
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DIAGNOSTIC RATIOS

Rule 4: Net capacity versus net
premium

Net capacity

< 10%

Net premiums

The original interpretation: annual net premium should
be able to absorb about ten total losses at the net
capacity.

Use modern loss distributions and stress testing to validate whether

this balance suits the portfolio.
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LOSS BEHAVIOUR

Frequency and severity

High frequency Low frequency
Lower severity High severity

Retention absorbs
routine volatility. Very
low attachment may
create inefficient
recoveries.

Risk and catastrophe
covers protect against
large losses that threaten
capital or annual
earnings.
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LOSS BEHAVIOUR

Loss profile inputs

Historical claims Exposure profile

Frequency, severity, development, Sums insured, policy limits, locations,
inflation, recoveries, and large-loss occupancy, construction, peril, and
causes. business interruption.

Forward plan Data credibility

Growth, new products, price adequacy, Completeness, consistency, coding quality,
mix change, limits, deductibles, and and whether past experience represents
distribution. the future.
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LOSS BEHAVIOUR

Loss profile and the swing point

SWING
POINT,

What to analyse

® |Losses by size band

® Annual deviation
from average loss
ratio

¢ Inflation and
exposure changes

Frequent, smaller losses Increasing annual volatility

The swing point indicates where retained losses begin to
create material instability in annual results.



LOSS BEHAVIOUR

Portfolio balance and diversification

A retention is easier to absorb when many
independent risks contribute premium and no
single risk dominates the resuit.

Good balance Poor balance Implication

Poor balance generally

Many comparable risks, Few large risks, unstable supports a lower

controlled limits, reliable mix, heavy retention or stronger

pricing, and low concentration, or protection, even when

dependence. correlated loss drivers. premium volume appears
adequate.
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LOSS BEHAVIOUR

Accumulation changes the question

Risk 1 Risk 2 Risk 3 Risk 4 Risk 5 Risk 6

Single event

Separate policy retentions can aggregate into one
large net event loss.



Part 4 | Reinsurance Programme Design and

Optimization

S )lwding 9 SIS 40l g (215D :F i

Governance and
implementation

Retention becomes effective through authority, controls,
monitoring, and renewal discipline



PROGRAMME STRUCTURE

Proportional reinsurance and
retention

Quota share Surplus Facultative
A fixed share of Cession varies above the .

i : s Individual placement
premiums and losses is cedant’s line. It reduces : .

: manages risks outside
ceded. It changes scale large risks and makes treatv appetite. capacit
but does not homogenise the retained portfolio y app » capacity,

: . . . or terms.
relative risk sizes. more uniform.

Proportional retention determines both the premium kept and
the loss share retained.
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RISK AND LOSS AND O/S LOSS PROFILE CLASS: Fire

Taotal
NO.of Paid Losses NO. of
- (/S Losses Amounts
Range No.of . d age. Losses Amounts /S Losses
] rpe ; agg.sum insure -
in Million risks premium
0-1,000,000 262,743 14,755,987, 882 8.433.746 1.572 1,599 483 221 2.528.156
1,000,000 - 2,000,000 2.3606 3.209,.979,.596 1,754,649 i3 1.600.9035 16 168,418
2,000,000 - 4,000,000 1.247 3. 417,234,652 1,658,651 [i %] J347.964 8 9.945
4,000,000 - 10,000,000 811 4,742, 784,170 2,107,984 37 335.2580 13 1,332,295
10,000,000 - 20,000,000 246 3.256.529,.354 1.257.370 30 24 108 8 13,220,720
20,000,000 - ZS,UUU,UUUI 40 871,041,810 5i7F. 333 1 648 1 200
over 25,000,000 105 6.074. 417,606 3.705,. 866 51 14,032,382 45 12,476,551
Total 267.556 36,330,.975,050 | 21,435,580 1,847 185,143,859 315 29,736,282




PROGRAMME STRUCTURE

Per-risk excess of loss

Reinsurer layer: losses above the deductible, up
to the limit

Cedant retention: deductible or attachment

The deductible should balance volatility reduction, premium cost,
expected recoveries, and claims workload.



PROGRAMME STRUCTURE

Catastrophe excess of loss

o Defines one event and aggregates covered losses across affected
policies.

o Sets an event retention consistent with catastrophe risk appetite and
liquidity.

® Selects limits using exposure analysis, catastrophe models where
credible, historical scenarios, and reverse stress tests.

® Tests hours clauses, occurrence definitions, exclusions,
reinstatements, and interaction with per-risk covers.
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PROGRAMME STRUCTURE

PML-based retention: capacity and
model risk

Capacity benefit Model risk and controls
® PML depends on professional judgement
PML
retention __ Supported ® Different perils produce different PMLs
- gross ) ) _
PML ® Protection systems may fail during a
sum .
percentage - major loss
insured ® Values, processes, and site layout can
Example: 100 + SIS
ple. - ® Set minimum PMLs and require senior
409% = 250 approval
® Review before renewal and protect error
with XL

PML can expand underwriting capacity, but an

underestimated PML increases the effective retained
loss.




PROGRAMME STRUCTURE

Annual aggregate protection

Annual retained claims

Focus: the bad year, not
Annual premium or profit only the large claim

capacity

When useful Design questions

Many medium losses, adverse frequency, Aggregate deductible, limit, covered
multiple events, or earnings protection losses, interaction with occurrence covers,

objectives. and exhaustion risk.



PROGRAMME STRUCTURE

Programme interactions

Facultative \

Per-risk XL

Proportional /
treaty

Cat XL /
aggregate

Sequence and wording determine the actual
retained loss.



PART 4 | OPTIMIZATION

Retention as an optimization problem
G210 (5 3w Al Ao B3 2

Minimize Total Cost of Risk

Ceded premium + expected retained loss + cost of capital + frictional costs

SUBJECT TO
Regulatory ceiling Solvency target Liquidity limit
Ol 5 o dgu> Y JYRERY S S >
Earnings tolerance Event appetite Market availability
Sgw Hlwgd Joxi GO g 53 S 5 sleii! FULTS R

The cheapest reinsurance premium does not necessarily produce the lowest
total cost.



Total Cost of Risk

A COSTS

Total cost
(X+Y)

Cost of

4 detriment
(Y)

Cost of
protection

(X)

>

Optimum High Retention |
solution

Low Retention




PROGRAMME ECONOMICS

Reinsurance cost and the retention
curve

o EXxpected loss generally increases as the deductible falls because more
claims enter the cover.

o EXxpense, brokerage, profit, capital load, and market scarcity influence
the quoted premium.

e Low layers can be expensive relative to limit because they are more
likely to be used.

o A higher retention can improve price efficiency but only when the
cedant can absorb the additional volatility.

Compare the net cost of risk, not premium alone.
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PART 4 | STRUCTURE

Selecting the reinsurance structure

S 5 Ao b el 1 91 it

STRUCTURE PRIMARY PROBLEM Shot 0 9,5
Quota share Scale, capital relief, new portfolio Wlo g yLid d g 59di 3 il
Surplus Unequal sums insured ©glio dilo g b b Sy g3l CS 1Sy
Risk XL Large individual losses Sy S Oyl Do J S
Cat XL One event, many policies Wl &Y 1 (b o J S
Aggregate XL Adverse annual frequency © jlud St g wgllaol Jlw J i

Most programmes combine structures because no single cover addresses

every risk dimension.




PROGRAMME ECONOMICS

Availability and counterparty quality

Market capacity Terms and exclusions

Protection may be unavailable, restricted, A nominally low retention may become
or expensive for certain perils, territories, high after exclusions, sublimits, hours
or occupancies. clauses, or claim aggregation rules.
Credit risk Relationship quality

Recoveries depend on reinsurer security, Consistent data, underwriting discipline,
collateral where relevant, documentation, and transparent communication affect
and claims cooperation. appetite and terms.
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REINSURER ASSESSMENT

Information required by reinsurers

Strategy Portfolio plan

Underwriting objectives, target Expected premium, business mix,
customers, competitive position, and seasonality, target loss ratio, and
delegated authority. intended territories.

Exposure profile Technical controls

Maximum and average exposures, Pricing basis, survey strategy, policy
catastrophe accumulations, policy limits, wording, underwriting guide, and claims
and excluded risks. capability.

Reinsurance terms reflect the reinsurer’s confidence in

the cedant’s strategy, data, and execution.




GOVERNANCE AND RELATIONSHIPS

Underwriting controls support
reinsurer confidence

UNDERWRITING CONTROL SUSTAINABLE RELATIONSHIP

* Documented underwriting o Accurate exposure and claims
guidelines and referral rules information

® Authority limits aligned with the * Transparent discussion of problems
approved retention and uncertainty

® Competency standards and * Consistent performance against
controlled policy amendments underwriting commitments

®* Claims governance and * Long-term credibility at renewal
accumulation monitoring and during claims

Strong controls make the selected retention
credible. Reliable information makes the
relationship sustainable.



GOVERNANCE

Risk appetite and board approval

Board statement

Maximum limits, aggregate exposures,
income limits, unacceptable risks, and
maximum net retentions.

Underwriting alignment

Guides, authorities, referral rules, pricing,
and aggregation controls must fit within
risk appetite.

Management proposal

Evidence, alternatives, cost, capital and
liquidity effects, and sensitivity analysis.

Reinsurance alignment

Treaty terms and placement must support
the approved gross and net strategy.



GOVERNANCE

Monitoring and review triggers

Monthly or quarterly monitoring

Net and gross exposure, large losses,
aggregation, premium development,
recoveries, and limit utilisation.

Renewal review

Portfolio growth, inflation, claims trend,
capital plan, liquidity, model changes, and
market quotations.

Immediate escalation

A breach of authority, material exposure
change, treaty exhaustion, wording issue,
or deterioration in reinsurer security.

Post-loss learning

Compare actual gross and net outcomes
with assumptions and update
underwriting or programme design.



PART 4 | GOVERNANCE

Annual retention decision cycle

S50 9 G0 pand AV 45 3>

Data refresh Alternatives
AR Exposure map Net loss model - )
O 3l 9 598 g Slwyigy @ 20 g S i S)Mes b au ¥ (21 b

GG O s @358 Juo

a Market quotes a Approval 7 Monitoring a Post-loss review
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Trigger an interim review after material growth, inflation, a large loss, treaty exhaustion,
capital change or new regulation.
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BOARD GOVERNANCE

Risk appetite sets the boundary for
retention

BOARD Risk appetite statement

Defines the Unacceptable risks and restricted activities

nature and_ ® Maximum limits for individual risks and
exte_nt of risk aggregate exposures
the insurer o

will accept in
pursuit of its A
objectives.

Maximum income or premium limits

Maximum net retention by line of business

Underwriting Authority Reinsurance Monitoring
guide limits programme and
escalation

The approved boundary must flow into
operating controls.



PWC Risk Framework

Risk Strategy

................. l

Risk Profile

Risk Appetite

Monitoring & Reporting

Variance Analysis &

N — Remediation




CONCLUSION

Key takeaways

Retention defines how much loss potential the insurer keeps by risk,
event, and year.

Clear terminology matters because proportional retention and final
net retention are different when XL protection applies.

Capital, liquidity, earnings tolerance, portfolio balance, and
accumulation must be assessed together.

Historic ratios are useful diagnostics, but modelling, scenarios,
quotations, and judgement determine the final structure.

The board approves risk appetite. Underwriting controls and
continuous monitoring make the decision real.

Final question: What evidence would make you

change your current retention?




Best Reading resources

1. Clark, D. R. (1996). Basics of reinsurance pricing. CAS Study Note, 41-43.
2.
3.
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https://www.amazon.com/Sean-Djalilvand/e/B0DW21PVCQ/ref=dp_byline_cont_book_1
https://www.amazon.com/Sean-Djalilvand/e/B0DW21PVCQ/ref=dp_byline_cont_book_1
https://www.amazon.com/Sean-Djalilvand/e/B0DW21PVCQ/ref=dp_byline_cont_book_1

Contact us

e TELEGRAM: @REINSURANCEJOURNAL

o WHATSAPP

o LINKEDINM

e HTTPS://T.ME/INSURANCEBOOKCAFE

dogs S 48k



https://t.me/reinsu
https://whatsapp.com/channel/0029Vb6EaOa30LKW4mMFzu1F
https://whatsapp.com/channel/0029Vb6EaOa30LKW4mMFzu1F
https://www.linkedin.com/in/gharakhani/
https://www.linkedin.com/in/gharakhani/
https://t.me/insurancebookcafe
https://t.me/insurancebookcafe

THANK YOU
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